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RESEARCH IN FARM ECONOMICS AND FARM MANAGEMENT. 

W. F. Handschin, 
College of Agriculture, Urbana, Illinois. 

To discuss the question of research activities in Farm Economics 
and Farm Management exhaustively is obviously impossible within 
the time available for my paper. I shall, therefore, attempt only to 
touch upon a few of what seem to me the more important questions 
which have challenged our attention during the past few years. 

I am taking for granted, also, that we are vitally interested not 
only in the abstract analysis of the research needs in farm economics 
and farm management, but in the problem of securing the funds nec- 
essary to a vigorous and somewhat adequate prosecution of a real 
research program in this field. While we seem just now tcr be com- 
mitted to a program of economy in state and national expenditures, 
we need to keep in mind that the essence of real economy consists in 
wise expenditures rather than in the horizontal or promiscuous reduc- 
tion of items in our state and national budgets. If research activities 
in farm economics and farm management are to meet, in any adequate 
way, the many and varied demands being made upon our public 
research institutions, these lines of work must come in for an in- 
creasing measure of support from public sources. 

That the public is sensitive to the need of such additional funds is 
evidenced by the growing recognition and support of. research activi- 
ties in agricultural economics by both state and national agencies. 
The increases in funds and scope of activities of the Bureau of Agri- 
cultural Economics of the United States Department of Agriculture 
during the past few years testify to the constantly increasing appreci- 
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ation of the subject in our national affairs. The constant, if not 
rapid, expansion of activities in farm economics and farm manage- 
ment in the State colleges gives further evidence of the same tend- 
encies. Privately supported colleges and universities have shown an 
ever-increasing interest in the economics of agriculture, as evidenced 
by their teaching and research activities. Especially significant of 
the growing popular interest in economics, as applied to agriculture, 
is the development of departments of research, the making of sub- 
stantial appropriations to pursue special lines of economic investiga- 
tion, and the employment of men trained in economics by organizations 
of farmers and by commercial institutions closely allied to agriculture. 

That the States are willing to provide liberal support for research 
in agriculture is amply proved by the constantly growing appropri- 
ations made to the Land Grant Colleges and Agricultural Experiment 
Stations during the past fifty years. We need only demonstrate to 
an already appreciative public that research in farm economics, farm 
management, and allied fields is a good investment to be assured of 
every reasonable measure of support for the work. 

The present active interest on the part of the public in a number 
of important problems, vitally affecting agriculture, may well lead us 
to raise the question whether now is not a good time to undertake the 
study of some of these problems. While I would be the. last to hold 
that popular interest should always be made the basis for the selection 
of research problems, it seems only logical to assume that we may 
well give serious consideration whenever the public develops an 
active interest in any really important question in our field. I say 
this with full knowledge of the fact that popular interest in such 
questions is often prejudiced in favor of certain conclusions made in 
advance of finding the facts. The really important thing, however, 
in my judgment, is that we get the facts. I have sufficient confidence 
in the fairness of public opinion to believe that people, in general, are 
more interested in having the facts than in having their preconceived 
conclusions verified. 

Cost of Production Studies. 

A good case in point is the recent very active interest taken by 
farmers in cost of production studies. While this interest grew out 
of the abnormal economic experience of the war, and was stimulated 
in large measure by the hope that cost of production data would 
enable the farmer to fix the price of his products, the end result, in 
my judgment, will be of real benefit to both the farmer and the con- 
sumer of farm products. 
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Most of our leading farmers have already learned that cost of 
production data can not be made the basis of price fixing in normal 
times. In fact, many of them appreciate quite fully that the chief 
value of such data lies in their application to the more efficient pro- 
duction of farm crops and animals. 

While many who heralded cost of production studies as the 
forerunner of the economic millennium for the farmer will no doubt 
be disappointed at being thus rudely disillusioned, they will not be 
without some advantage in the marketing of their products, as well 
as in their production, as a result of these studies. As farmers be- 
come more thoroughly organized to market their products they will 
have increasing need of a basis for intelligent bargaining. Cost of 
production data will no doubt be one of the factors used by such 
farmers' organizations in pricing their goods intelligently. 

Even though we assume that supply and demand operate, in the 
main, to fix prices with a fairly high degree of accuracy, few students 
of the problem would maintain that these two factors did more than 
fix such prices within reasonably narrow limits, even under the most 
favorable circumstances. Within these limits the prices actually re- 
ceived are determined in large measure by the bargaining strength 
and skill of buyer and seller. Under these conditions cost of pro- 
duction data, including a knowledge of differential cost for individuals 
and regions, will be of value in helping the farmer to develop a 
scientifically sound basis for pricing his products. 

What farmers' organizations, as well as most industrial organiza- 
tions, still need to learn is that in the process of price determination 
between large groups possessing more or less monopoly advantages, 
it is just as important to the seller that the price finally agreed upon 
be not too high as not too low. The profits " not made " by many 
industrial concerns, which sought to maintain war prices during the 
past year, bear eloquent testimony to the thesis that high prices do not 
necessarily mean profits and prosperity. 

In the meantime cost of production studies go on. We are accumu- 
lating a great mass of facts which are of immediate value in develop- 
ing more efficient methods of producing farm crops and animals. 
The application of the data resulting from these studies to a more 
scientific determination of prices remains largely to be made in the 
future. The important fact is that the data will be available when 
the time comes for making such use of them as will be helpful in the 
question of price determination. This is doubly important when we 
reflect that five years of cost of production data can not be secured in 
three months. 
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Cost of Distribution Studies. 

Investigations in the cost of distributing farm products should also 
be pushed as rapidly as possible. This is important, not only because 
the farmer and the consumer of his products are both vitally inter- 
ested in the question, but also because so little really accurate infor- 
mation upon which to base improvements in the distributive process 
is now available. Before we can have any reasonably adequate basis 
for planning improved systems of distribution we must have the facts 
regarding the cost of the various steps in the distributive process. 
We must also have accurate information as to the cost and relative 
efficiency of the different systems of distribution now in use. 

Such information would enable us to make a somewhat careful 
analysis of the whole problem and to determine at what points in the 
process improvements should be made to insure the greatest possible 
economies with the minimum investment of time and money. In our 
attempts to increase the economy of distribution, just as in improving, 
the economy of production, we must recognize clearly that the greatest 
gains in proportion to the expense involved will result in making 
application at the point of the limiting factor in the process. 

In improving the economy of production, for example, we say there 
is little use for the farmer who is already growing crops successfully 
to spend additional effort improving his crop production if his live- 
stock feeding operations, his use of labor, or some other important 
factor in his business is limiting returns by a relatively wider margin. 
In order to make the greatest and most economical gains in either 
production or distribution, we must allocate the factor which is limit- 
ing by the widest margin. If improvement can be made at this point, 
maximum results can be secured with the minimum of expenditure. 

This principle is, of course, only a restatement of the great law of 
diminishing returns. It differs from the usual statement of the law 
only in that it lays the emphasis upon allocating the point of the 
greatest possible increase in returns, rather than the point of dimin- 
ishing returns. As we say in our office parlance, it is "seeing the 
doughnut instead of the hole." 

Cost of distribution data, therefore, should be of great value in 
helping all who are interested in the improvement of the distributive 
processes. Such data will help to furnish a scientific basis both for 
making wise choice as to the point of attack and in developing maxi- 
mum efficiency in such plans as are evolved to improve on the present 
systems of distribution. The chief value of cost of distribution data, 
as is the case with cost of production data, will lie, in my judgment, 
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in their application to the improvement of methods of distribution, 
rather than in their value as a basis for price fixing or bargaining. 

The Form of the Farmers' Marketing Organization. 

Other important phases of the marketing problem should be 
brought under more careful investigation. I can take the time here 
to call attention to only one of these. I refer to the question as to 
what form or forms the farmers' marketing organization shall take 
in order to best serve his purposes. 

The large development of the cooperative form of farmers' mar- 
keting organization in the United States, during recent years, shows 
plainly the tendencies in the development of the farmers' collective 
marketing activities. We have only to note that the 1920 Census 
reports more than 500,000 farmers making sales through some form 
of cooperative marketing agency to appreciate how significant has 
been this development. 

The figures become even more significant when we study the de- 
velopment of this movement on the basis of its geographic distribu- 
tion. In Minnesota, for example, more than 43 per cent of all farms 
reported selling through cooperative organizations; while in Mich- 
igan, Wisconsin, Iowa, North Dakota, South Dakota, Nebraska, Kan- 
sas, and California the percentage of all farms which marketed some 
of their products through cooperative organizations ranged from 20.3 
to 27.1 per cent. 

In view of these figures, it is evident, despite the lack of knowledge 
with reference to many phases of the cooperative marketing problem, 
that the farmers of a number of our most important agricultural 
States are thoroughly committed to the cooperative form of organiza- 
tion for marketing farm products. 

That collective action in the marketing of certain farm products is 
desirable has come to be somewhat generally accepted. This belief 
is based not only upon the longer and somewhat more comprehensive 
experience of older countries, but also upon a very considerable 
amount of successful experience gained in several regions of the 
United States and Canada during the past 20 years. 

We need to inquire, however, into the question as to whether the 
cooperative form of organization is in every case, and for all pur- 
poses, the best form of collective marketing agency for the farmer. 

If recent developments in the organization of the farmers' collec- 
tive selling agencies are a fair index to probable future procedure, 
we may assume that the cooperative form of organization will be in 
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large measure supplemented by the corporate form. This seems to 
be true, especially, when the organization becomes large in point of 
membership and the extent of its geographic distribution. The 
Dairymen's League of New York and the United States Grain 
Growers, incorporated in the State of Delaware, are illustrations of 
farmers' collective agencies which have taken corporate rather than 
cooperative form. 

It is yet too early to hazard more than a guess as to the extent to 
which farmers' collective selling agencies will take either cooperative 
or corporate form. It is important, however, that we begin studying 
the problem from the standpoint of determining both the possibilities 
and the limitations of these two and, perhaps, other forms of market- 
ing organization. 

We need to know, for example, whether cooperative organizations 
are of necessity going to be limited for best results to the more ele- 
mentary and local phases of the farmers' collective selling plans. We 
need to know, also, whether the corporate form of organization, under 
our conditions, will be better adapted to the larger and more highly 
organized collective marketing agencies. If we may judge by the 
experience in other industries, we shall undoubtedly find that the cor- 
poration is essentially better adapted to the larger plans which the 
farmer may undertake in attempting to gain a greater measure of 
control in the marketing of his products. 

The development of the corporate form of farmers' collective sell- 
ing agency carries with it, of necessity, grave problems of public 
interest. In the little experience gained to date in development of 
farmers' marketing corporations, I have been much impressed with 
the evident tendency to lay large stress upon the statutory laws to be 
observed and to pay little, if any, attention to the economic laws in- 
volved in the plan. Those responsible for some of these corporate 
marketing organizations have evidently failed to appreciate that the 
violation of economic laws draws punishment just as sure, and often 
more summary, than that meted out by the department of justice 
when statutory laws are violated. I would not minimize the impor- 
tance of conformity to statutory law. I would only emphasize the 
need for giving proper attention to economic laws as well. If the 
farmers' marketing organizations, both cooperative and corporate, 
are to succeed for any length of time worth while, their plans must 
be safe economically as well as legally. 

These are but a few of the many important phases of the farmers' 
marketing problem. They illustrate, however, some of the difficulties 
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involved, as well as the possibilities of investigational work in this 
largely unexplored field of activity. 

Land Problems. 

The study of our land problems should occupy, in the future, an 
increasingly large place in our research activities in agricultural eco- 
nomics. Although it is usually difficult to interest a new country in 
a scientific study of its land resources and their effective utilization, 
that nation is fortunate, indeed, which undertakes such studies before 
its population begins to crowd upon its resources for food production. 
Such a nation is the United States. 

A large amount of valuable information is already available regard- 
ing some of the most important aspects of our land problems. The 
census affords an enormous amount of data on land classification, the 
geographic distribution of the different classes listed, the utilization 
of land for different crops in the various regions, the tenure relation- 
ship between the land and those who operate it, the valuation of all 
farm land as estimated by the owner or tenant, and other items of 
major importance. 

A number of public research institutions have also made valuable 
contributions to the study of land economics. Notable among these 
have been the University of Wisconsin and the United States Depart- 
ment of Agriculture. Several State colleges have also made a prom- 
ising, even though modest, beginning in the systematic study of the 
subject. 

What is needed is a comprehensive study of the whole question of 
our land problems on a nation-wide scale, in order that we may have 
a sound basis for developing an intelligent national land policy. The 
individual States will, of course, need to make investigations into 
their own peculiar land problems. The Corn Belt States, for ex- 
ample, in many sections of which the percentage of tenancy is entirely 
too high to provide the best opportunity for young men to advance 
from the status of laborer or tenant to ownership, need to make a 
comprehensive study of the tenure problem in its various ramifica- 
tions. The Cotton Belt States, which constitute the other extensive 
region in which too high a percentage of tenancy presents a serious 
economic and social problem, are greatly in need of similar studies. 
While the tenure problem is quite different in these two regions, it is 
of fundamental importance in both. It will require detailed study, 
if we are to have the basis for developing plans which shall lead to 
the improvement of the present unsatisfactory conditions. 
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Other land problems of national, regional, or local importance will 
need to be included in our program for the systematic study of this, 
in many respects, most fundamental of our economic questions. Time 
permits me to dwell in some detail upon only one of our other land 
problems — one, however, which is almost everywhere of outstanding 
importance. I refer to the question of land valuation. 

I appreciate that he who essays to discuss the question of valuation 
at any point, particularly the valuation of farm land, is, indeed, look- 
ing for trouble. I have been more and more impressed, however, 
during the past few years, with the importance of developing some- 
what more scientific procedure in valuing our farm lands. Even 
though, in the very nature of the problem, we can not arrive at any 
valuation which will be wholly satisfactory, I believe we should at- 
tempt to work out some general method of procedure or formula 
which shall be based, as nearly as possible, upon all of the factors 
which have an important bearing on the valuation of farm lands. I 
need only call attention, I believe, to a few facts regarding the present 
methods of valuing land to show that any formula developed need 
not even approximate ioo per cent accuracy to be a vast improvement 
over the present procedure. 

The land boom which occurred in the corn belt section during 1919 
need not be cited as the "horrible example" of faulty procedure in 
land valuation. This was merely an extreme illustration of the over- 
valuation of goods, which occurred somewhat simultaneously in al- 
most every other industry. It resulted merely from mistaking a tem- 
porary for a permanent condition. 

If we take the pre-war per acre census values for farm land in 
Illinois, we note that such values more than doubled during the 
decade from 1900 to 1910. The same was true for most other Corn 
Belt States, as well as for the United States as a whole. During this 
period the population of the United States increased less than 23 
per cent. The principal physical change which took place in the land 
during this period was a somewhat general depreciation in the pro- 
ductive capacity of the soil without a corresponding increase in build- 
ings, drainage, and other land improvements. While the net earnings 
of farm land, no doubt, increased somewhat during this period as 
compared with the two or three preceding decades, there is no evi- 
dence that such earnings increased in a ratio which would justify an 
increase of 100 per cent in the selling value of the land. 

The 1920 census shows the same general increases in the estimated 
valuation of farm land for the United States as a whole — i.e., an 
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increase of nearly ioo per cent as compared with the 1910 figure. 
For some of the individual States, notably Minnesota, Iowa, and a 
number of others, the increase was considerably more than 100 per 
cent during the decade. While these census estimates made in Jan- 
uary of 1920 were, no doubt, more than normally inflated on account 
of the high prices received for farm products during 1918 and 1919, 
it is, no doubt, true that they had been scaled down somewhat as 
compared with the prices which were obtained during the peak of the 
land boom which occurred in July and August of 1919. 

The objection may also be made that census values do not represent 
normal sale values. It is still true, however, that census values do 
actually represent the values placed upon the land by its owners 
or their tenant operators. Some preliminary studies, made in the 
county recorder's office of a somewhat representative corn belt county 
in Illinois, indicate that the values at which land actually changes 
hands correspond quite closely with the census figures where the same 
periods are compared. 

The truth seems to be that farmers generally have tended to over- 
value their land, even when all items of productive value are taken 
into consideration. The element of safety as to principal is, no 
doubt, an important factor in leading farmers to be satisfied to capi- 
talize the income of land at a low rate of return — that is, to pay a 
high price as compared with its earning power. It is obvious that the 
somewhat constant increase in the selling price of farm land, which 
has taken place in many sections for more than a half century, is an 
important factor in influencing farmers to pay more for land than 
its present productive value. If we analyze this factor a little fur- 
ther, we find that, on the basis of the census valuations, farm land in 
many agricultural counties of the corn belt has increased in value at a 
rate equal to 3, 4, and, in some counties, 5 per cent compound interest 
(compounded annually) during the entire 60 years. If we were to 
take the 1920 census values, the rate would be even higher. In view 
of these facts, we can readily see why corn belt farmers are willing 
to buy land on the basis of a 3 or 3^2 per cent return in normal times. 

Such increases in value can not, of course, go on indefinitely, espe- 
cially in view of the already existing high price of land in the corn 
belt section and the fact that farming is still in the main extractive. 
In fact, the time has already arrived on many farms when gradually 
declining yields are a serious factor in cutting down returns. On 
many of the more progressive farms the replacement charge for com- 
mercial plant food elements is already an actual as well as an account- 
ing transaction. 
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In my judgment, it is highly important that we try to develop some 
formula or principle of procedure which will better enable us to give 
proper weight to the several factors which must be taken into con- 
sideration in arriving at sound practice in valuing farm land. In this 
we should have to give proper consideration to the following factors, 
and, perhaps, others of less importance : 

1. The net income of the land after all expenses of production 
have been met. Obviously this must include reserves for soil depreci- 
ation where the system of farming actually results in decreasing the 
fertility. 

2. The prospective average annual increase in value, as based on 
the experience of the past, should no doubt be given some weight in 
arriving at present values. In the interest of conservative procedure, 
however, a factor of safety should be used to scale down such esti- 
mated future increases, even where the prospects are favorable for 
their full realization. Where the farming is largely extractive, where 
new competing areas are being developed, or where other conditions 
promise to decrease the earnings of the land under consideration, it 
might be necessary to eliminate the factor of appreciation entirely. 
Under extreme conditions, a factor of depreciation, rather than ap- 
preciation, might be used. 

Needless to say, such calculations of value could be made only on 
the basis of somewhat careful accounting investigations. In this 
great care would have to be taken to avoid capitalizing the return of 
the management factor, as well as that of the land, in estimating its 
value. Many a farm has been bought on the basis of a high return 
in the hands of its owner, which proved a disappointment to its pur- 
chaser because he did not purchase the management skill along with 
the land. 

So far we have discussed only the production or objective values 
of farm land. It is obvious that any formula developed must leave 
the question of consumption values, such as favorable sites, social 
conditions, or other factors of personal preference, almost entirely to 
the subjective estimate of the individual. 

These are but a few of the difficulties involved in the problem of 
developing a somewhat scientific procedure in valuing farm land. 
My only excuse for discussing the problem seriously before this body 
is the urgency of the need and the fact that I am expecting only 
improvement rather than perfection. 
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Farm Organization. 

While the present interest in the cost of production, marketing, and 
land problems may well be made the occasion for laying somewhat 
special emphasis upon research in these fields, we should be making 
a serious mistake, in my judgment, if we did not continue to prosecute 
as vigorously as possible our investigations in farm organization. 

With the present low price of farm products, and the prospect that 
there will be no great recovery in such prices during the next few 
years, the most important single consideration before the American 
farmer today is that he reduce his costs of production to the lowest 
possible point consistent with good farming. Much has already been 
done to make this adjustment. Farm labor costs have been reduced 
to somewhere near the pre-war level in several important farming 
regions. In others the adjusting of farm wages to somewhere near 
the level of prices for farm products has still to be made. 

Further adjustments, particularly in the cropping systems em- 
ployed, must be made as rapidly as possible. The acreage of legume 
crops, such as the clovers, soy beans, cow-peas, and alfalfa, should be 
almost everywhere increased. Such readjustments will not only 
assist in restoring some of the fertility removed by the extractive 
farming of the war period, but they will help to adjust production of 
the cereal and other non-leguminous cash crops,, such as cotton and 
tobacco, more nearly to the demands of normal consumption. With 
average yields the present large surpluses of these crops will shortly 
disappear. In the meantime the farmer will be beginning to build up 
a soil reserve which will enable him to produce larger yields, when 
such production again becomes somewhat more profitable. 

Such balanced systems of crop production, combined with the pro- 
duction of live stock, which must be the system of farming practiced 
by the great majority of all farmers, will tend better to utilize all 
crop material produced. Such farming systems will also help to 
insure a more even distribution of man and horse labor throughout 
the year. Since man and horse labor constitute from 60 to 80 per 
cent of the total operating expense in general farming, any adjust- 
ments which exert a favorable influence on these two items must be 
given special consideration. 

The most important lesson which the farmer will need to learn 
during the next year or two — and if I mistake not, this applies equally 
to the industrial producer — is that profits are determined quite as 
much by low costs as by high selling prices. 

We need to develop, on the basis of carefully conducted investiga- 



12 JOURNAL OF FARM ECONOMICS. 

tions in every important farming region, systems of farming which 
shall combine soil maintenance, low cost per unit of product, and the 
largest possible measure of insurance gained through diversified pro- 
duction and a high degree of flexibility, both in producing crops and 
in marketing them through farm animals or otherwise, in accordance 
with market conditions obtaining. 

One of the factors which makes this problem peculiarly difficult is 
the fact that there are more than 6,000,000 farms in the United 
States. Each of these farms requires, on the average, somewhat less 
than two men to operate it. Thus more than one half of the total 
number of persons employed in the entire industry must be possessed 
of sufficient management skill to assume practically complete responsi- 
bility for the entire entrepreneurial functions in the business. As 
contrasted with industrial establishments in general, where not more 
than one person in five or six is required to take direct responsibility 
for some other workers or for making dividends on the capital in- 
vested, this lays a special burden of responsibility upon agricultural 
production. As long as farms are small and the units of manage- 
ment must be relatively so large in number as compared with other 
industries, we shall have special need for somewhat well-defined and 
standardized systems of farming adapted to the various regions of 
the country. 

These facts but emphasize the need for a high degree of intelli- 
gence on the part of farmers generally if our program for agricultural 
production is to be both permanent and profitable. 

In conclusion, I wish to point out that we must first get the facts 
regarding the more fundamental aspects of our various problems in 
the production and distribution of farm products, if we would make 
real progress. Such facts can be secured with reasonable expendi- 
tures of time and money only through a soundly conceived and com- 
prehensive program of research in farm economics and farm man- 
agement. Without such facts we shall have to learn largely by the 
more expensive and frequently disappointing route of experience. 

On the basis of the facts which would be made available by a 
research program, somewhat as I have outlined, we need to develop, 
through our extension agencies and by every other available means, 
an active, constructive plan of procedure, which will not only help to 
correct present evils, but which will enable us also to avoid others in 
seeking the remedy for those we now have. What we need, if I may 
borrow a medical term, is more preventive as well as more curative 
economics for the farmer. 



